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In this case we consider whether California Insurance Guarantee Association
(CIGA) is barred from contesting whether a claim is “within the coverage of an
insurance policy of [an] insolvent insurer,” as used in Insurance Code section
1063.1, subdivision (c)(1), where a third-party claimant has obtained a judgment
declaring that the insurer (now insolvent) had no basis to deny coverage for the
clam. Interpreting the statute so as to leave no part of it useless or deprived of
meaning, we hold that the statute permits CIGA to contest whether the claim is
within policy coverage, and CIGA is not bound by the prior judgment against the
insolvent insurer. We then interpret the policy in question, which covers “injury
arising out of . . . piracy, unfair competition, or infringment of copyright, title or
dogan,” but which does not apply to “injury arising out of . . . infringement of
trademark, service mark or trade name, other than titlesor dogans. . . .” We
conclude that this policy language does not cover the clams at issue in this case,
which are for trademark infringement and false designation of origin brought under
the Lanham Act (15 U.S.C. 88 1114(1)(a), 1125(a)), and for unfair competition

under section 17200 of the California Business and Professions Code.

l. FACTUAL AND PROCEDURAL BACKGROUND

Appdlant Rusty’s Island Chip Co. (Rusty’s) is a partnership comprised of
Rusty Vasterling |1 and Carol Mersch. The partnership owns the federally
registered trademark “Rusty’s Iland Chips,” the trademark “Idand Chips,” and the
trade dress associated with those marks (together, the “marks’). Before 1989
Rusty’ s used the marks in connection with the manufacture, marketing, distribution
and sale of “Maui style” potato chips. In October 1989 Rusty’ s licensed the marks
to appellant Aloha Pacific, Inc. (Aloha), which began marketing chips in packaging
using the marks in various parts of the United States, including Southern California.



In November 1989 appellants sued Idand for trademark infringement in federa
digtrict court, in an action entitled Rusty’ s Island Chip Co. v. Island Industries,
Inc., C.D. Cdl. Civil No. 89 6679 JMI (the “federa action”), seeking preliminary and
permanent injunctions,

Island was insured by Canadian Insurance Company of California, which
initially declined to defend Idand in the federa action on the ground that no money
damages were sought.

In February 1990 the federal court enjoined Idand from using the marks
pending the outcome of the case. Appellants amended their complaint in April 1990
to add Idand’s principals, Jay Feinberg and Gary Quick (collectively, Feinberg), as
defendants and to include a claim for money damages and a cause of action for
unfair competition. Asamended, appellants complaint alleged Rusty’ s ownership
of the federally registered trademark “Rusty’s ISland Chips’ and the trademark
“Idand Chips’ and the trade dress associated with the marks, that defendants used
the marks “with knowledge . . . of Rusty’ sright, title, and interest” in the marks, and
that the use “ha[d] caused confusion, mistake and deception in violation of” section
1114 of Title 15, United States Code.! The complaint also alleged causes of action
for false designation of origin under section 1125(a) of Title 15, United States

1 Section 1114(1)(a) provides. “Any person who shall, without the consent of the
registrant . . . use in commerce any reproduction, counterfeit, copy, or colorable imitation
of aregistered mark in connection with the sale, offering for sale, distribution, or
advertising of any goods or services on or in connection with which such useislikely to
cause confusion, or to cause mistake, or to deceive. . . shall beliablein acivil action by the
registrant for the remedies hereinafter provided. ...” (15U.S.C. § 1114(1)(a).)



Code2 and for unfair competition under section 17200 of the California Business
and Professions Code.3

After appellants amended their complaint, Canadian accepted Island’ s tender
of the defense, subject to areservation of specified rights, including that coverage
would not be afforded for punitive or trebled damages “where the enhancement is
for purposes of punishment.” Canadian did not expresdy reserve any rights based
on Idand’ s willful misconduct or the policy’s exclusion for injury arising out of

trademark infringement.4

2 Section 1125(a) provides: “Any person who, on or in connection with any goods
or services, or any container for goods, uses in commerce any word, term, name, symbol,
or device, or any combination thereof, or any false designation of origin, false or
misleading description of fact, or false or misleading representation of fact, which % (A) is
likely to cause confusion, or to cause mistake, or to deceive asto the affiliation,
connection, or association of such person with another person, or asto the origin,
sponsorship, or approval of hisor her goods, services, or commercial activities by another
person . .. shall beliablein acivil action by any person who believesthat he or sheisor is
likely to be damaged by such act.” (15 U.S.C. § 1125(a).)

3 Section 17200 defines “unfair competition” to mean “unlawful, unfair or
fraudulent business practice and unfair, deceptive, untrue or misleading advertising . . . .”
(Bus. & Prof. Code, 8 17200.) Section 17203 of the Business and Professions Code
provides that “[a]ny person [performing an act of] unfair competition [within this state] may
be enjoined in any court of competent jurisdiction. The court may make such orders or
judgments. . . as may be necessary to prevent the use or employment by any person of any
practice which constitutes unfair competition . . . or as may be necessary to restore to any
person in interest any money or property, real or personal, which may have been acquired by
means of such unfair competition.” (Bus. & Prof. Code, § 17203.)

4 The policy issued to Island contains a Broad Form Comprehensive General
Liability Endorsement, in which Canadian promisesto pay “all sumswhich the insured shall
become legally obligated to pay as damages because of . . . advertising injury to which this
insurance applies....” Thepolicy defines“advertising injury” as*“injury arising out of an
offense committed during the policy period occurring in the course of the named insured’ s
advertising activities, if such injury arisesout of . . . piracy, unfair competition, or
infringement of copyright, title or slogan.” Immediately following the insuring agreement,
the policy states: “Thisinsurance does not apply . . . to advertising injury arising out of . . .
(footnote continued on following page)



Idand became insolvent, declared bankruptcy, and was liquidated in 1990.
Appellants agreed with the trustee in bankruptcy that they would look solely to the
Canadian policy to satisfy any judgment, and they dismissed their claim against
Feinberg. Inreturn, the trustee alowed appellants to pursue their federal action.

Appedllants obtained afedera court judgment in August 1992, entitling them
to recover, on the federal claims, their actual damages according to proof,
prejudgment interest, treble damages, reasonable attorneys' fees, and costs, and on
their unfair competition claim, Idand’ s profits as restitution according to proof,
prejudgment interest, and costs.

In connection with this judgment, the federal court made findings of fact,
which are summarized here. In May 1989 Rusty’ s suspended operations due to
financial problems but did not abandon the marks. Around that time Feinberg made
an offer to purchase Rusty’s, which was rglected. Feinberg formed Island
Industries, Inc. (ISand) and attempted unsuccessfully to make Vasterling a part
owner and to get Rusty’ s to assign the marks to Idand. As aresult of the inability
to purchase Rusty’s or get the assignment, Feinberg implemented a scheme to
misappropriate the good will associated with the marks and transfer it to his own
designations through a series of gradua changes in the marks. Idand began using
the marks on potato chipsin June 1989, principally in Cdifornia, and this use was
willful and with actua knowledge on the part of Idand’s owners of Rusty’ s right,
title and interest in the marks. Appellants sent |etters asking Idand to stop using the
marks. From June 1989 until a preliminary injunction was issued in February 1990

(footnote continued from previous page)

infringement of trademark, service mark or trade name, other than titles or slogans, by use
thereof on or in connection with goods, products or services sold, offered for sale or
advertised . .. "



Idand used designations and trade dress which were identical or essentialy identical
to, and confusingly similar with, the marks. 1dand used the marks with the intent to
misappropriate the goodwill associated with them, caused confusion, mistake, and
deception, and caused appellants to suffer actual damages.

The federal court recommended that the parties obtain a coverage
determination before expending resources on proving damages.

Canadian filed an action in the California superior court in November 1992
seeking a declaration that it “ha[d] no obligation under [its] policy . . . to pay any
judgment that [appellants] might receive in the [federdl] action,” and appellants
cross-complained for the obverse declaration. In Canadian Ins. Co. v. Rusty's
Island Chip Co. (1995) 36 Cal.App.4th 491 (Canadian v. Rusty's), Divison One
of this district held that Canadian “ha[d] no present basis for denying coverage’
and that its “failure to reserve its right to contest coverage under the policy’s
exclusions of coverage for willful acts or trademark infringement waived its right to
assert those exclusions as a basis for denying coverage in the federal action.” (Id.
at p. 498.) The Court of Appeal explained its use of the phrase “present basis’ as
follows: “[T]he damage phase of the federal action has been deferred until this
coverage dispute is concluded. If thefina judgment rendered in the federal action
includes punitive damages or treble damages within the meaning of the reservation
of rights timely asserted by Canadian, those coverage issues (if disputed) will have
to be determined at alater time. . . .” (Id. at pp. 498-499, fn. 10.) Division One
remanded the matter to the trial court with directions to enter ajudgment in favor of
Rusty’s and Aloha and against Canadian. (Id. at p. 499.) A minute order in the
superior court file, dated September 19, 1995, reads. “The judgment in this matter,
entered April 28, 1994, is hereby set aside and vacated, and a new judgment is



entered this day in favor of defendant Rusty’s Island Chip Company and against
Plaintiff Canadian Insurance Company.”

Following that ruling, Canadian became insolvent. The Insurance
Commissioner of the State of California (the Commissioner) became Canadian’s
liquidator in August 1995. Appdlantsfiled a proof of loss clam with the
Commissioner in September 1996.

On dates not reflected in the record, appellants moved the federal district
court to award damages against Idand. In August 1997 the federal court ruled that
gppellants were entitled to “compensatory damages resulting from the trademark
infringement,” as follows. appellants were entitled to recover $40,000 that had been
expended to redesign Aloha s packaging, trebled to $120,000; appellants had failed
to meet their burden to show Aloha had lost profits and Island had profited from
sales of infringing products; and, inasmuch as the court had determined that
Idand’ s conduct was “intentional, willful, conscious and unfair,” appellants were
entitled to attorney’ s fees according to proof. In November 1997 the district court
filed its judgment awarding damages (including attorney and expert witness fees,
expenses, and prejudgment interest) of approximately $450,000 to appellants and
against Idand.

In February 1998 CIGA denied appellants’ claim, and appellants filed this
action. Their complaint alleges the litigation history, Idand’ s liquidation,

Canadian’ s insolvency, that the Canadian policy includes coverage for appellants
claim against Idand for trademarks involving atitle and obligated Canadian to
indemnify Idand for such claims, and that, after the federa judgment became fina,
CIGA denied the claim. Appellants complaint seeks a declaration of their rights
and a declaration that Idand did not engage in “*‘willful’ misconduct within the

meaning of those terms under Section 522 [sic] of the California Insurance Code



..” Appellants moved for summary judgment, and the trial court denied the
motion, holding that, although there were no triable issues of fact, it was
demongtrated in the federal action that I9and engaged in willful acts, not covered
under Insurance Code section 533,5 and that the claim at issue did not fall within the
covered clams that CIGA was required to pay under section 1063.1, subdivision
(©)(1). The parties stipulated that the trial court could enter judgment for CIGA,
and appellants appeal from that judgment.©

[I.  CONTENTIONSOF THE PARTIES

Appellants contend that CIGA cannot rely on section 533 because Canadian
was adjudged to have waived its right to assert the “wilful act” defense, and CIGA
Is bound by that judgment. Respondent’s principal contention is based on the
statutory definition of “covered clams’ that CIGA isrequired to pay. The
definition requires, in part, that an obligation be within the coverage of the insolvent
insurer’ s policy, and respondent contends that, because the insurer was held to
have waived a defense, the definition is not met in this case.

Appdllants also contend the judgment they obtained in the federal actionis
covered by Canadian’s promise to pay al sums which the insured shall become

legally obligated to pay as damages because of “injury arising out of . . . piracy [or]

5 Section 533 provides: “Aninsurer isnot liable for aloss caused by the wilful act
of the insured; but he is not exonerated by the negligence of the insured, or of theinsured's
agents or others.”

All further statutory references are to the Insurance Code unless otherwise
indicated.

6 Whereit appears, asit does here, that the parties intended that their consent to a
judgment was given only pro forma to facilitate an appeal, the rule that a party may not
(footnote continued on following page)



unfair competition,” notwithstanding that the policy expresdy “does not apply” to
“injury arising out of . . . infringement of trademark, service mark or trade name,
other than titlesor dogans.. . . .” Respondent contends the injury producing the
judgment “ariges] out of . . . infringement of trademark” and is, accordingly, not

covered.

[1l. DISCUSSION

A. Standard of Review

“Summary judgment is properly granted when the evidence in support of the
moving party establishes that there is no materia issue of fact to be tried. (Code
Civ. Proc., 8437c....) Thetria court must decide if atriable issue of fact exists.
If none does, and the sole remaining issue is one of law, it is the duty of the trial
court to determine the issue of law. (Sate Farm Fire & Casualty Co. v. Eddy
(1990) 218 Cal.App.3d 958, 964 [267 Cdl.Rptr. 379].) ... [1] Appellate review of
summary judgment is limited to the facts contained in the documents presented to
thetrial court. This court exercises its independent judgment as to the legal effect
of the undisputed facts disclosed by the parties’ papers. (State Farm Fire &
Casualty Co. v. Eddy, supra, 218 Cal.App.3d at p. 965; Downey Savings & Loan
Assn. v. Ohio Casualty Ins. Co. (1987) 189 Ca.App.3d 1072, 1086-1087 [237
Cal.Rptr. 835].)" (B & E Convalescent Center v. State Compensation Ins. Fund
(1992) 8 Cal.App.4th 78, 88-89.)

(footnote continued from previous page)
appeal a consent judgment does not apply. (SeeNorgart v. Upjohn Co. (1999) 21 Cal.4th
383, 401.)



B. Statutory Interpretation

The conditions under which CIGA isrequired to conduct its affairs are
governed by statute (see 88§ 1063-1063.16), commonly known as the Guarantee
Act. CIGA was established pursuant to legidation adopted in 1969. (See Stats.
1969, ch. 1347, § 3, p. 2699.) Thislegidation required insurers admitted to transact
insurance in Cdiforniain certain classes, including liability insurers, to establish
CIGA and, as a condition to each insurer’ s authority to transact insurance in this
state, to participate in that association. (8 1063, subd. (a).) CIGA was thus created
“to provide for each member insurer insolvency insurance” (ibid.), which is defined
as “insurance against loss arising from the failure of an insolvent insurer to
discharge its obligations under itsinsurance policies.” (8 119.5.)

CIGA isrequired by section 1063.2, subdivision (@) to “pay and discharge
covered claims. ...” (ltalicsadded.) “Covered clams’ means “the obligations of
an insolvent insurer . . . imposed by law and within the coverage of an insurance
policy of theinsolvent insurer . . .." (8 1063.1, subd. (c)(1).)”

Here, as noted, a prior litigation between appellants and Canadian resulted in
ajudgment, which establishes that Canadian is liable to appellants in connection
with thelr trademark infringement claim against Canadian’ s insured, with the amount

of damages owed by Canadian to be determined at a later time.

7 Section 1063.1, subdivision (c)(1) defines “covered claims,” in pertinent part, as
follows. “[T]he obligations of an insolvent insurer . . . (i) imposed by law and within the
coverage of aninsurance policy of theinsolvent insurer; (ii) which were unpaid by the
insolvent insurer; (iii) which are presented as aclaim to the liquidator in this state or to the
association on or before the last date fixed for thefiling of claims. . . ; (iv) which were
incurred prior to the date coverage under the policy terminated . . . .” Additional matters
included within “ covered claims’ are specified in section 1063.1, subd. (c)(2).

10



Whether the Guarantee Act permits CIGA to relitigate whether Canadian’s
policy “covers’ appellants claim isthe central issue of this appeal. Resolution of
this issue turns on statutory construction, the principles of which are well
established. “The fundamenta rule of statutory construction is that the court
should ascertain the intent of the Legidature so as to effectuate the purpose of the
law.” (Select Base Materialsv. Board of Equal. (1959) 51 Cal.2d 640, 645,
citations omitted.) “[I]t iswell settled ‘that in attempting to ascertain the legidative
intention effect should be given, whenever possible, to the statute as a whole and to
every word and clause thereof, leaving no part of the provision useless or deprived
of meaning.”” (California Assn. of Psychology Providersv. Rank (1990) 51 Cd.3d
1,18)

There are two parts to the definition of covered claims. For an obligation of
the insolvent insurer to fall within the “covered clams’ that CIGA must pay, the
obligation must be (1) “imposed by law” and (2) “within the coverage of an
insurance policy of the insolvent insurer.” (8 1063.1, subd. (c)(1).)

Although no reported case addresses the issue, we need not dwell long on
whether the judgment in Canadian v. Rusty’sis an obligation of an insolvent insurer
imposed by law. “A judgment isthe final determination of the rights of the parties
in an action or proceeding” (Code Civ. Proc., 8 577), and the phrase “imposed by
law” squarely denominates ajudgment. That the Legidature intended that a
judgment againgt the insolvent insurer would be among the obligations “imposed by
law” is shown by the statute’' s exclusion of certain matters from the ambit of
covered claims. Subdivision (g) of section 1063.2 provides. “‘Covered clams
shall not include any judgments against or obligations or liabilities of the insolvent
insurer . . . resulting from alleged or proven torts, nor shall any default judgment or

stipulated judgment against the insolvent insurer, or againgt the insured of the

11



insolvent insurer, be binding against the association.”8 “The clear purpose of [thig]
statutory language,” said the court in Biggsv. California Ins. Guarantee Assn.
(1981) 126 Cal.App.3d 641, 645 (Biggs), “isto protect CIGA against collusion and
to require smply that the validity of any claim be determined in an adversary setting
before being reduced to a judgment which CIGA must honor.”9

It appears that, by excluding from the primary definition of covered clamsa
default or stipulated judgment against the insolvent insurer, the Legidature
necessarily determined that a judgment obtained in an adversary setting would
constitute an obligation imposed by law, and we so hold.

Respondent’ s contention that the judgment in Canadian v. Rusty’ s does not
meet the definition of “covered clam” focuses on the second portion of the
definition—"the obligation[] of an insolvent insurer . . . within the coverage of an
insurance policy of the insolvent insurer.” (8 1063.1, subd. (c)(1).) Our research
has disclosed no case considering whether the phrase “within the coverage of an
insurance policy” alows CIGA to relitigate an issue that the insolvent insurer lost.

Very little light is shed on the meaning of subdivision (c)(1) by history. The
L egidature amended the “covered clams’ definition in 1987 by striking “arising
out” and inserting “within the coverage’ before “of an insurance policy of an

insolvent insurer.” (Stats. 1987, ch. 833, 8 1.) Thisrevision first appearsin

8 The Legidature added the exclusion for judgments against an insolvent insurer
resulting from alleged or proven tortsin 1970 and, the language concerning default
judgments and stipulated judgments, respectively, in 1971 and 1984. (See Stats. 1970, ch.
1205, § 4, p. 2122; Stats. 1971, ch. 436, § 2, p. 848; Stats 1984, ch. 433, § 1, p. 1816.)

Additional mattersthat are not included within “covered claims’ are specified in
section 1063.1, subdivision (c), paragraphs (2)-(12) and section 1063.2, subdivision (h).

9 Biggs, supra, involved a default judgment against the policyholder of an insolvent
insurer.

(footnote continued on following page)
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Assembly Bill 1771 as amended in the Senate June 30, 1987. None of the legidative
history materials provided to us by the Legidative Intent Service disclose the reason
for this change, and no court has addressed the reason for, or effect of, this
particular amendment.10

The court in Issacson v. California Ins. Guarantee Assn. (1988) 44 Cd.3d
775 (Issacson) noted the 1987 amendments to sections 1063.1 and 1063.2, which
were inapplicable in that case due to their effective date. Because of this, the court
said it would not discuss the amendments, “ other than to note that they further
restrict the definition of what condtitutes a‘covered clam([.]’” (Id. a p. 780,
fn. 1)L

The 1987 amendment to section 1063.1, subdivision (c)(1) does appear to
restrict somewhat the definition of covered claims. In other words, the phrase
“within the coverage of an insurance policy” appears to confine the obligation in
guestion to policy terms and conditions more so than does “arising out of an
insurance policy.”12

The Insurance Code does not define “coverage,” but it defines “insurance”
as “a contract whereby one undertakes to indemnify another against loss, damage,

or liability arising from a contingent or unknown event” (8 22) and, “policy” as

(footnote continued from previous page)

10 Thisisthe only revision in the portion of the definition quoted above since the
original enactment of section 1063.1in 1969. (See Stats. 1969, ch. 1347, § 3, p. 2700.)

11 InR. J. Reynolds Co. v. California Ins. Guarantee Assn. (1991) 235 Cal.App.3d
595, 600, fn. 3, the court noted the 1987 amendment to section 1063.1, subdivision (c)(1)
but did not address the effect of the revision.

12 We note that the pre-amendment language has been held to obligate CIGA to pay
aclaim arising from equitable estoppel (see California Ins. Guarantee Assn. v. Workers'
(footnote continued on following page)
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“[t]he written instrument, in which a contract of insuranceis set forth . . . ” (8 380),
and it providesthat “[a] policy shall specify: ... [] (d) Therisksinsured against.
[1] (e) The period during which the insuranceisto continue. . .” (8 381). The
meaning of “coverage’ intended by the Legidature may be drawn from the
definitions referred to above, from the context in which the word isused in
subdivision (¢)(1) of section 1063.1, and from other usage of the word in the
Guarantee Act. The usage that most nearly parallels the phrase at issue in this case

Is found in subdivision (c)(9) of section 1063.1, which provides. “‘Covered clams
does not include (i) any clam to the extent it is covered by any other insurance

.13 “Coverage’ and “covered,” as used in subdivisions (c)(1) and (c)(9)
appear to refer to the protection from risk that is afforded by insurance.

Based on these definitions and uses of “coverage” in the referenced statutes,
we conclude that the Legidature intended the phrase “within the coverage of an
insurance policy” in subdivision (c)(1) to mean within the risks of 1oss protected
against by an insurance policy. Thus, the reading of the pertinent portion of

subdivision (c)(1) would be: the obligations of an insolvent insurer within the risks

(footnote continued from previous page)
Comp. Appeals Bd. (1992) 10 Cal.App.4th 988, 998). We express no opinion on whether
the amended language does so.

13 Subdivision (c)(9) was a part of section 1063.1 (as subd. (c)(7)) asoriginally
enacted in 1969. (See Stats. 1969, ch. 1347, 8 3, p. 2701.)

The Guarantee Act also uses the word “coverage” in dlightly different contexts. For
example, section 1063.2, subdivision (c), refersin paragraph (1) to “uninsured motorists
coverage” and in paragraph (2) to “collision coverage.” (ltalics added.) Subdivision (c) of
section 1063.2, as originally enacted contained the provisions relating to “ uninsured
motorist coverage.” (Stats. 1969, ch. 1347, 8 3, p. 2702.) Paragraph (2), relating to
“collision coverage,” was added in 1970. (Stats. 1970, ch. 1205, § 4, p. 2122.) These two
uses refer to types of protection afforded by a policy of automobileinsurance. In common
usage, “coverage” can denote “[t]he extent of protection afforded by an insurance policy.”
(Am. Heritage College Dict. (3d ed. 1993) p. 320, col. 1.)

14



of loss protected against by an insurance policy of the insolvent insurer.14 We
believe this reading is faithful to the legidative intent.

That the “risks protected against by an insurance policy” is commonly
indicated by “coverage” may aso be seen by reference to insurance treatises.
Thus, “[t]he significance of the coverage of arisk by apolicy liesin the fact that in
accord with the contractual intent of the parties, the insured cannot recover on a
policy unless the loss is occasioned by one of the perils covered by the policy.
That is, recovery can be had only when the loss is brought fairly within the terms of
the contract or is, by reasonable intendment, covered by it, in other words, the risk
run must also correspond with that understood and intended to be run at the time
the contract was effected, in order to subject the insurersto liability for the loss.”
(9 Couch on Insurance 2d (rev. ed. 1985) § 39:3, pp. 496-497, fns. omitted, italics
added.)

The same meaning—the risk protected against by an insurance policy—may
be inferred from the use of the word “coverage’ by the courts. Thus, from Bank of
the West v. Superior Court (1992) 2 Cal.4th 1254, 1258: “ Comprehensive generd
ligbility (CGL) insurance palicies generdly include coveragefor ‘advertisng injury.’
This coverage, as ordinarily written, applies to ‘damages’ the insured must pay for
injury arising out of ‘unfair competition” occurring in the course of the insured’s
‘advertising activities” We granted review to consider questions regarding the
scope of coverage afforded by this standard policy language.” (ltalics added.)
And, from Palmer v. Truck Ins. Exchange (1999) 21 Cd.4th 1109, 1116: “[T]he
only applicable clause provides coveragefor ‘advertising liability’ resulting from

infringement ‘of title or of dogan’ (coverage clause). Congtruing this language in

14 1n the discussion that follows, we use “risks’ as shorthand for “risks of loss.”
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light of the rules governing contractual interpretation reveals that the coverage
clause—when read in conjunction with the clause excluding coverage for trademark
infringement (trademark exclusion clause)—does not cover the. . . judgment [in the
underlying case] . ...” (Italicsadded.) See also Montrose Chemical Corp. v.
Admiral Ins. Co. (1995) 10 Cd.4th 645: “The difference in the nature of the risks
insured against under first party property policies and third party liability policiesis
aso reflected in the differing causation analyses that must be undertaken to
determine coverage under each type of policy. . .. ‘“Property insurance. . . isan
agreement, a contract, in which the insurer agrees to indemnify the insured in the
event that the insured property suffers a covered loss. Coverage, in turn, is
commonly provided by reference to causation, e.g., ‘loss caused by . . .’ certain
enumerated perils. . .. ‘[T]heright to coveragein the third party liability insurance
context draws on traditional concepts of fault, proximate cause and duty. This
liability analysis differs substantialy from the coverage analysis in the property
insurance context, which draws on the relationship between perils that are either
covered or excluded in the contract. In liability insurance, by insuring for persona
ligbility, and agreeing to cover the insured for his own negligence, the insurer agrees
to cover the insured for a broader spectrum of risks.”” (Id. at pp. 663-664, citations
omitted, italics added and omitted.)

There can be aspects of “coverage” other than those we have discussed
above, to be sure. For example, the word is commonly used to refer to the period
during which apolicy isin force, asin coverage period. Anditisasousedin
relation to the monetary limitation of an insurer’sliability, asin coverage limits.
Nevertheless, because of the context in which the phrase “within the coverage of an

insurance policy” is used in section 1063.1, subdivision (c)(1), we believe the

16



Legidature intended the phrase to mean within the risks protected against by an
insurance policy.

Accordingly, for the obligation of Canadian, the insolvent insurer, to be a
covered claim under the Guarantee Act, the obligation must be (1) imposed by law
and (2) within the risk of loss protected against by the Canadian policy. The
judgment obtained by appellants in Canadian v. Rusty’ s meets the first
requirement, but it does not meet the second. The court in Canadian v. Rusty’s
did not reach the issue whether Canadian’s policy covered appdllants claim.
Rather, it held that Canadian had waived the right to contest the policy’s exclusions
of coverage for willful acts and trademark infringment by not asserting them in its
reservation of rights letter. There may be Situations in which a prior judgment
would have determined whether a claim was within the risks of loss protected
against by the insolvent insurer’ s policy, but thisis not one of them. Were we to
hold in this case that the prior judgment precluded CIGA from contesting whether
the claim was “within the coverage’ of Canadian’s policy, we would leave the
second requirement of subdivision (c)(1) useless or deprived of meaning.
Therefore, we conclude that the Legidature must have intended, in circumstances
such as those presented by this case, that CIGA would be able to contest whether a
claim is within the coverage of (or within the risks protected against by) the

insolvent insurer’ s policy.15

15 We note that the Supreme Court in Issacson, supra, 44 Cal.3d 775, construing
the pre-1988 statutory language (88 1063.1, subd. (c)(1), 1063.2, subd. (a)), recognized
that “the scope of [CIGA’s] obligation to pay and defend claimsis defined in terms of the
underlying insurance policy provisions.” (Id., at p. 791.) The court “therefore refer[red] to
the contractual duties of an insurer, in defining the scope of CIGA’ s statutory duties.”
(Ibid.) (Inlssacson the court considered CIGA’ s duty to provide coverage and a defense.)
(footnote continued on following page)
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C. Coverage

The scope of apolicy’s protection is defined by the insuring agreement and
the exclusions. (E.g., Palmer v. Truck Ins. Exchange, supra, 21 Cal.4th at pp.
1112, 1116-1117.) Accordingly, we next review those provisions of the Canadian
policy.

Canadian in its policy promised to pay “al sumswhich the insured shall
become legally obligated to pay as damages because of . . . advertisng injury,”
which the policy defined as “injury arising out of . . . piracy, unfair competition, or
infringment of copyright, title or dogan.” The policy states that it “does not apply .
.. to advertising injury arising out of . . . infringement of trademark, service mark or
trade name, other than titles or dogans, by use thereof on or in connection with
goods, products or services sold, offered for sale or advertised . ...” Inthe
context of appellants claim againgt the insured, the issue presented is whether the
claims that produced the federal judgment were insured against by Canadian’'s
policy.

Following the completion of briefing and oral argument in this case, the
Supreme Court decided Palmer v. Truck Ins. Exchange, supra, 21 Cal.4th 1109
(Palmer). We requested briefing by the parties on the effect of this decision.
Palmer involves the same causes of action as those asserted by appellants in the
underlying federal action—infringement of aregistered trademark and false
designation of origin and false representation brought under the Lanham Act (15
U.S.C. 88 1114(1)(a), 1125(a)) and unfair competition under California Business

(footnote continued from previous page)
The quoted passage of the court’ s opinion quite closely tracks the construction we give to
(footnote continued on following page)

18



and Professions Code section 17200. In Palmer those claims had ripened into a
judgment, which the insurer refused to pay.

The court in Palmer applied the following rules of policy construction, which
we shall also apply here: “[I]nterpretation of an insurance policy is a question of
law. . . . While insurance contracts have specid features, they are till contractsto
which the ordinary rules of contractual interpretation apply. . . . Thus, the mutual
intention of the parties at the time the contract is formed governs interpretation. . . .
If possible, we infer this intent solely from the written provisions of the insurance
policy. . .. If the policy languageis clear and explicit, it governs. . . . [{] When
interpreting a policy provision, we must give its terms their ordinary and popular
sense, unless used by the partiesin a technical sense or a specia meaning is given
to them by usage. . . . We must aso interpret these terms in context, and give
effect to every part of the policy with each clause helping to interpret the other.”
(Id. a p. 1115, interna quotation marks and citations omitted.) In addition, the
language in the “ contract must be interpreted as awhole, and in the circumstances
of the case, and cannot be found to be ambiguous in the abstract.” (Waller v.
Truck Ins. Exchange, Inc. (1995) 11 Cal.4th 1, 18.

The policy at issuein Palmer provided coverage for “‘[a]dvertising
[liability,”” which it defined as“*‘infringement . . . of title or of dogan,”” and
excluded coverage “‘ with respect to advertising activities” for “‘infringement of
registered trade mark . . . ."”” The exclusion did “*not relate to titles or dogans.’”
(Id. at p. 1114 & fn. 3.) The Palmer court held that “[i]f a claim does not fall

within the terms of [the policy’s coverage] clauses, then no coverage exists. . . .

(footnote continued from previous page)
subdivision (c)(1) of section 1063.1 as amended in 1987.
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(1d. at pp. 1115-1116, citation omitted.) The court noted that “title’ appears in both
the coverage clause defining advertising liability and the trademark exclusion clause,
and that nothing in the policy suggested that the two clauses defined “titl€”
differently. (Id. at p. 1116.) Reading the policy’s coverage clauses in conjunction
with the clause excluding coverage for trademark infringment, the court held that
these provisions cover infringment of names of literary or artistic works or names
that are dogans, and no other names. (Id. a p. 1112.) The court reasoned as
follows. “Examining the word ‘title’ in the context of the trademark exclusion
clause establishes that ‘title’ can only mean the name of aliterary or artistic work.
The exclusion clause states. ‘ This insurance does not apply . . . with respect to
advertising activities, to claim made against the insured for . . . infringement of
registered trade mark, service mark or trade name by use thereof as the registered
trade mark, service mark or trade name of goods or services sold, offered for sale
or advertised, but this shall not relate to titlesor dogans . . . ." Interpreted in its
ordinary and popular sense, this clause excludes coverage for infringment of a
‘registered trade mark, service mark or trade name' unless that ‘trade mark, service
mark or trade name' is atitle or dogan. To be consstent with this interpretation,
the definition of ‘title’ cannot subsume the definitions of ‘trade mark,” ‘ service
mark,’ or ‘trade name’ as understood in the Policy. Otherwise, al or part of the
exclusion clause becomes meaningless. [] Only one definition fits: the name of a
literary or artistic work. Because these names can be trademarked, adopting this
definition of ‘title’ carves out alimited exception and gives effect to every part of
the Policy’ strademark exclusion clause. .. .” (Id. at pp. 1116-1117, footnotes and
citations omitted, itdicsin original.)

The trademark exclusion clause construed in Palmer differs dightly from the

clause a issue here: the clause in Palmer refersto “infringement of registered trade

20



mark” (italics added), whereas the clause in this case relates to “infringement of
trademark,” thus encompassing both varieties—registered and unregistered.

Applying the holding of Palmer to this case, we conclude that the claims
based upon infringement of the registered trademark and upon false designation of
origin resulting from infringment of the unregistered trademark are not within the
grant of coverage of the Canadian policy for “injury arisng out of . . . infringement
of ...titleor dogan.” The marks found to have been infringed—"Rusty’s Idand
Chips’ and “Idand Chips’—are not the name of aliterary or artistic work. Neither
can the use of the marks be said to constitute infringement of asogan. According
to Palmer, “[a] dogan is‘abrief attention-getting phrase used in advertising or
promotion’ or ‘[a] phrase used repeatedly, asin promotion’.” (Id. at p. 1120,
citations omitted, italicsin original.) Appellants are not shown to have complained
in the federal action of 1dand’s use of slogans, and the federal court found Island
infringed marks and trade dress, not dogans. Thus, the injury did not “arig €] out
of ... infringement of title [of literary or artistic works] or dogan” (the coverage
clause); rather, the clams are within the trademark exclusion, because the injury
“ar[osg] out of . . . infringement of trademark . . . other than titles [of literary or
artistic works| or sogans.”

Appellants contend, however, that they also recovered in the federal action
for unfair competition in relation to their trade dress and that this claim is covered
by the portion of the Canadian policy defining “advertising injury” as“injury arising
out of . . . unfair competition.” The policy term “unfair competition” refers “acivil
wrong that can support an award of damages.” (Bank of the West v. Superior
Court, supra, 2 Cal.4th at p. 1265.) Appellants aso assert that nothing in the
court’s opinion in Palmer suggests that the trademark infringment exclusion there at

Issue was intended to exclude coverage for trade dress infringement. Appellants are
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correct that the Palmer court did not consider whether trade dress infringement is
within the coverage of a policy that defines advertising injury as “injury arisng out
of ... unfair competition,” and our research has disclosed no case deciding this
ISsue.

For their unfair competition — trade dress contention appellants rely upon
Lebas Fashion Imports of USA, Inc. v. ITT Hartford Ins. Group (1996) 50
Cal.App.4th 548, 564 (Lebas), a case involving policy language very different from
that construed in Palmer (and that at issue here),16 and they point to that court’s
observation that “[t]rademark infringement is an act of unfair competition . . . ; it
amounts to the wrongful taking of another’s identifying mark. In other words,
trademark infringement involves a very specific kind of unfair competition.” (Id. at
564, citation and fn. omitted.) Bank of the West v. Superior Court, supra, 2
Cad.4th at p. 1263 contains the following commentary: “The common law tort of
unfair competition is generally thought to be synonymous with the act of ‘passing
off’ one' s goods as those of another. The tort developed as an equitable remedy
againgt the wrongful exploitation of trade names and common law trademarks that
were not otherwise entitled to legal protection. . . . According to some authorities,
the tort also includes acts analogous to ‘ passing off,” such as the sale of
confusingly similar products, by which a person exploits a competitor’ s reputation
in the market.” (Citations omitted.)

We shall accept, for the purpose of this analysis, that trade dress infringe-

ment can congtitute a species of unfair competition for which damages are available.

16 The policy construed in Lebas covered injury arising from “‘ misappropriation of
an advertising idea or style of doing business'” and did not exclude coverage for trademark
infringement. (50 Cal.App.4th at p. 558.) The Lebas court held that those provisions
obligated the insurer to defend a claim for infringement of registered trademarks.
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Appdlants contention, however, requires that we interpret whether, in the
circumstances of this case, the following language in Canadian’s policy
encompasses the infringement of trade dress claim: “This insurance does not apply
... toadvertisng injury arising out of . . . infringement of trademark . . . other than
titles or dogans, by use thereof on or in connection with goods [or] products. . .
sold [or] offered for sale. . ..” (Italics added.)t”

Courts in Cdifornia and elsewhere have consistently given a broad
interpretation to terms such as “arising out of” in various kinds of insurance
provisions. (See Acceptance Ins. Co. v. Syufy Enterprises (1999) 69 Ca.App.4th
321, 328-329, and cases cited.) “Itis settled that this [ arising out of'] language
does not import any particular standard of causation or theory of liability into an
insurance policy. Rather, it broadly links afactua situation with the event creating
liability, and connotes only a minimal causal connection or incidental relationship.”
(Id. at p. 328.) Thus, if thereisaminimal causal connection between gppellants
injury and “trademark infringement,” as used in the Canadian policy, appellants
claim is not within the coverage of the policy.

What is meant by the term trade dress is explained in the Restatement Third
of Unfair Competition, asfollows. “Theterm ‘trade dress’ is often used to
describe the overall appearance or image of goods or services as offered for salein
the marketplace. ‘Trade dress' traditionally includes the appearance of 1abels,
wrappers, and containers used in packaging aproduct . . .. []] Although not
originally classfied as ‘trademarks,’ distinctive packaging . . . [was] afforded

17 Theitalicized language is not found in the Truck policy construed in Palmer, and
the contention made here by appellants was not made in that case.
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protection through the common law action for ‘unfair competition.” . . .
Nonfunctiona packaging . . . [ig] digible for registration as [a] trademark[] under
the Lanham Act, and unregistered features are protectable under § 43(a) of the Act
[15U.S.C. §1125(38)]...." (Rest.3d Unfair Competition, § 16, com. a, p. 157.)

The Lanham Act defines “trademark” as including “any word, name, symboal,
or device, or any combination thereof . . ..” (15 U.S.C. § 1127.) Package design
may be registered as a trademark under the Lanham Act. (E.g., Application of
World's Finest Chocolate, Inc. (C.C.P.A. 1973) 474 F.2d 1012 (design and shape
of candy packaging); Application of Swift & Co. (C.C.P.A. 1955) 223 F.2d 950
[Swift & Co.]). The package at issue in Swift & Co. was around can containing a
household cleanser; the label consisted of two horizontal bands of polka dot design
in red background and white dots separated by a white band with the words
“Swift’'s Cleanser,” repeated, and other printed matter. The court held: “[W]e think
appellant’ s polka dot banding design is atrade-mark ‘device’ distinguishing its
product from articles of like kind sold by others, and that it is so recognized by the
public as a primary means of identification.” (Swift & Co., supra, 223 F.2d at p.
955.)

The Restatement discusses the relationship between trademarks and trade
dress, asfollows. “The law of trademarks deals primarily with designations
consisting of words or other symbols used to indicate the source of goods or
services. However, the manner in which the goods or services are presented to
prospective purchasers, or the physical features of the product itself, may also
serve as an indication of source. Source significance may attach, for example, to
the overall appearance of a product or its packaging, or to some specific element or

aspect of that appearance. The appearance [i.e., the trade dress] then functions as
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atrademark, distinguishing the goods or services of one sdller from those of
others” (Rest.3d Unfair Competition, 8§ 16, com. a, p. 157.)

That trade dress is a species of trademark is persuasively articulated in Blau
Plumbing, Inc. v. SO.S Fix-It, Inc. (7th Cir. 1986) 781 F.2d 604, 608 (Blau). In
that case appellant inssted that it was claiming an infringement of “trade dress,” not
“trademark.” The court responded: “[T]hereis probably no substantive legal
difference between these terms, and certainly none that helps [appellant]. It is of
course true that section 43(a) of the Lanham Act [15 U.S.C. § 1125(a)] is not
limited to trademark infringement. In fact it does not mention trademarks. It
provides aremedy for trademark infringement only because that is a type of unfair
competition, and it provides aremedy for other typesaswell. ‘Trade dress,” a
commonly used term in the law of unfair competition, denotes the form in which a
producer presents his brand to the market; thus a label, a package, even the cover
of abook might be trade dress. . . . If aseller adopts a trade dress confusingly
similar to a competitor’s, thisis unfair competition actionable under section
43(@). . . . [1] Because the tatute is not limited to trademark infringment and in any
event protects unregistered (common law) trademarks as well as federdly registered
trademarks, courts have generally not thought it important whether trade dressis a
form of trademark; but it is, as [appellant] implicitly acknowledges by its heavy
reliance on Chevron Chemical Co. v. Voluntary Purchasing, Inc. 659 F.2d 695
(5th Cir. 1981)[, cert. denied, 457 U.S. 1126 (1982) (Chewvron)]. The plaintiff’s
trade dress in that case consisted of its registered trademark (the brand name) plus
the distinctive design that formed the background on which the name was printed
on the package in which the plaintiff’s product was sold to the consumer. Hence
the suit was essentialy one to enforce a common law trademark in an ensemble

consisting of the trade name and the background design. The court of appeals
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applied the principles of trademark law, see id. a 702, prompting one commentator
to remark that the case ‘ brought trade dress cases into the mainstream of trademark
law. ... [f] And hightime....” (Citations omitted.)

In Two Pesos, Inc. v. Taco Cabana, Inc. (1992) 505 U.S. 763 (Two Pesos),
the Supreme Court agreed with the reasoning in Chevron and Blau. The court held
that if the trade dress, for which protection is claimed under section 43(a) of the
Lanham Act, isinherently distinctive, it is capable of identifying products as coming
from a specific source, and secondary meaning is not required for recovery.18
“Thisisthe rule generally applicable to trademarks, and the protection of
trademarks and trade dress under § 43(a) serves the same statutory purpose of
preventing deception and unfair competition. There is no persuasive reason to
apply different anadysisto thetwo.” (Id. at p. 773.)

This discussion has demonstrated that trade dress and trademarks may be
registered under the Lanham Act, in which event they will be protected under
section 32(1)(a) of the Act (15 U.S.C. 8§ 1114(1)(a)), or they may be unregistered,
in which case they may be protected under section 43(a) of the Act (15 U.S.C.

§ 1125(a)). Appelantsin this case obtained protection for their registered
trademark under section 32(1)(a), and they obtained protection for their
unregistered trademark and the trade dress associated with both marks under
section 43(a). Two Pesos, Blau, and Chevron demonstrate that false designation
of origin claims brought under section 43(a) of the Act, whether technically

18 “Secondary meaning is used generally to indicate that a mark or dress ‘ has come
through use to be uniquely associated with a specific source.” . .. ‘To establish secondary
meaning, a manufacturer must show that, in the minds of the public, the primary
significance of a product feature or term isto identify the source of the product rather than
the product itself.”” (Two Pesos, supra, 505 U.S. 766, fn. 4, citations omitted.)

26



involving infringement of trademark or trade dress, are treated identically insofar as
the elements necessary to establish those claims.

Our discussion of the relationship between infringement of trademarks and
trade dress has focused on the meaning the law attaches to those terms. The issue
remains whether the ordinary and popular sense of “infringement of trademark . . .
by use thereof on or in connection with goods [or] products. . . sold [or]offered
for sale” would be understood to include, in the circumstances of this case, both
trademark and trade dress. A well-known generd dictionary defines “trademark
infringement” as “an appropriation or imitation that is likely to deceive ordinary or
unwary buyers into accepting the goods of one trader as those of another —
compare UNFAIR COMPETITION.” (Webster’s Third New Internationa Dictionary
(1993) p. 2422, cal. 1.) Thisdefinition is easily broad enough to take in both the
overall appearance of a product’s packaging (i.e., trade dress) and the trademark
used on the packaging.

Asfor the circumstances of this case, the decision in the federal action
makes clear that appellants’ trademarks and trade dress were used together to make
the product inherently distinctive and to identify the product as coming from a
gpecific source: “[Rusty’s] made and . . . distributed and sold, to markets and
through distributors, potato chips packaged in bags bearing the [marks]. [1] ...
Mr. Vasterling also developed a unique trade dress for the bag. The trade dressis
distinctive consisting predominately [sic] of fanciful, non-functional and arbitrarily
selected features which do not serve ssimply to describe the product or to assist in
its effective packaging.” (Paragraph numbers omitted.) In this situation, “the
overall appearance of [the] product or its packaging . . . function[ed] as a
trademark.” (Rest.3d Unfair Competition, 8 16, com. a, p. 157.)

27



We conclude, reading the policy as a layperson would, that where, as here,
an unauthorized use of trade dress claim is made and joined with clams for
infringement of registered and unregistered trademarks, al in relation to the
packaging of a product sold and offered for sale, the trade dress claim would be
understood to be encompassed within the exclusion for “injury arising out of . . .
infringement of trademark . . . by use thereof on or in connection with goods [or]
products . . . sold [or]offered for sale.” In this Situation, even if “trademark
infringement” did not take in trade dress infringement, the significant causa
connection between the injury and the trademark infringement results in the injury
being excluded from coverage by the policy language quoted in the preceding
sentence, when read with the insuring agreement. Accordingly, we hold that
appellants’ trade dress claim is not covered by the Canadian policy.

Appdlants statutory unfair competition claim, which is based on Business
and Professions Code section 17200, is also precluded by the trademark exclusion
clause, for the reasons we have just discussed. That claim is barred, as well, by
Bank of the West v. Superior Court, supra, 2 Ca.4th 1254, 1272 (insurance
coverage for “advertising injury” dueto “unfair competition” does not refer to
conduct that violates the Unfair Business Practices Act [Bus. & Prof. Code,

8 17200 et seq.]).

Finally, appellants contend the portion of the policy defining “advertising
injury” as“injury arising out of . . . piracy” coverstheir claim. For this proposition
appellants cite lolab Corp. v. Seaboard Sur. Co. (9th Cir. 1994) 15 F.3d 1500,
1506, which holds: “In the context of policies written to protect against claims of
advertisng injury, ‘piracy’ means misappropriation or plagiarism found in the

elements of the advertisement itself—in its text form, logo, or pictures—rather than
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in the product being advertised.” (Italicsin original.) This contention is also
defeated by the trademark exclusion clause, for the reasons we have discussed.

Our interpretation of the trademark exclusion clause does not cause the
insuring agreement, insofar as it covers “injury ariging] out of . . . piracy [or] unfair
competition,” to make an empty promise. Many situations remain potentially
covered, as may be seen from the following examples found in the Restatement. “A
and B are plumbing firms. A has a contract to provide plumbing services to the
University of Nebraska. B falsaly represents to prospective customers that it is the
firm that does the plumbing work for the University. B is subject to liability to A.”
(Rest.3d Unfair Competition, 8 4, illus. 1. p. 51.) “Adesigns dresses and sells the
designsto dress manufacturers. B, a dress manufacturer, C, awholesder, and D, a
retailer, sell dressesto their respective customers with the false representation that
the dresses were designed by A. B, C, and D are subject to liability to A" (Id.,
84, illus. 3, p, 51.) “A manufactures baseball gloves. Initsadvertising, A uses
without consent a photograph of B, afamous baseball player, in a manner that
fasay impliesthat B endorses A's product. A issubject to ligbilitytoB . ..." (Id.,
8 4, illus. 5, p, 51; see cases cited in id., 8 4, reporter’s notes, p. 55.) Accordingly,

the coverage grant in the Canadian policy is not an empty or illusory promise.
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V. DISPOSITION

We hold that CIGA is not bound by the judgment in Canadian v. Rusty’'s
and that Canadian’s policy does not cover gppellants claimsin the federal action.
Accordingly, the judgment is affirmed. Respondent shall recover its costs on
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